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SUMMARY  OF  RECOMMENDATIONS 

As  a  separate  section  in  the  front  of  each  audit  report 
we  include  a  listing  of  all  recommendations  together 
with  a  notation  as  to  whether  the  agency  concurs  or 
does  not  concur  with  each  recommendation.   This  listing 
serves  as  a  means  of  summarizing  the  recommendations 
contained  in  the  report  and  the  audited  agency's  reply 
thereto  and  also  as  a  ready  reference  to  the  supporting 
comments.   The  full  reply  of  the  Office  of  the  Governor 
and  Lieutenant  Governor  is  included  in  the  back  of  this 
report. 

Page 

Determine  the  feasibility  of  including 
the  cost  of  additional  centralized 
services  in  the  SWCAP .  7 

Agency  Reply:   Concur.   See  page  38. 

Separately  identify  in  the  SWCAP  all 
agencies  that  are  expected  to  receive 
grants  and/or  contracts .  8 

Agency  Reply:   Concur.   See  page  38. 

Inform  state  agencies  concerning  the 
provisions  of  section  17-3-111,  MCA, 
that  require  agencies  to  claim  all 
indirect  costs  for  reimbursement.  12 

Agency  Reply:   Concur.   See  page  38. 

Instruct  state  agencies  in  the  use 

of  the  SWCAP.  13 

Agency  Reply:   Concur.   See  page  38. 

Require  agencies  to  submit  for  approval 
all  grants  and  contracts  that  do  not 
contain  provisions  for  the  reimburse- 
ment of  indirect  costs.  13 

Agency  Reply:   Concur.   See  page  39. 

Require  agencies  to  deposit  internal 
indirect  cost  reimbursements  into  the 
fund  in  which  the  costs  were  incurred.  14 

Agency  Reply:   Concur.   See  page  39. 
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Require  agencies  to  deposit  reimbursements 
of  indirect  costs  associated  with  the 
SWCAP  in  the  General  Fund.  14 

Agency  Reply:   Concur.   See  page  39. 

Account  for  grant  revenue  in  accordance 
with  generally  accepted  accounting 
principles.  15 

Agency  Reply:   Concur.   See  page  39. 

Expenditures  from  grant  funds  be  made 
for  the  purpose  stated  in  the  proposed 
budget.  16 

Agency  Reply:   Concur.   See  page  39. 

Conduct  an  annual  physical  inventory  in 

compliance  with  Management  Memo  70-17.  18 

Agency  Reply:   Concur.   See  page  40. 

Require  written  transfer  forms  for  equip- 
ment location  changes  and  that  the  forms 
be  used  to  initiate  a  change  in  inventory 
records.  18 

Agency  Reply:   Concur.   See  page  40. 

Use  identification  tags  that  can  be  re- 
moved and  forwarded  to  accounting  at 
time  of  asset  disposal  or  establish 
other  controls  to  ensure  proper  and 
timely  removal  from  property  records .  18 

Agency  Reply:   Concur.   See  page  40. 

Include  the  mansion  and  its  furnishings 

in  its  inventory  records.  19 

Agency  Reply:   Concur.   See  page  40. 

Record  assets  and  liabilities  for  lease- 
purchase  contracts  in  accordance  with 
generally  accepted  accounting  principles.        20 

Agency  Reply:   Concur.   See  page  40. 
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Use  state-owned  aircraft  for  official 

business  only.  21 

Agency  Reply:   Concur.   See  page  40. 

Use  the  control  account  for  cash  on  hand 
at  fiscal  year  end  in  accordance  with 
guidelines  set  forth  in  Management 
Memo  2-78-4.  22 

Agency  Reply:   Concur.   See  page  42. 

Initiate  procedures  to  correct  the 
internal  control  weaknesses  noted 
above .  24 

Agency  Reply:   Concur.   See  page  42. 
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LEGISLATIVE    AUDITOR 

The  Legislative  Audit  Coimnittee 
of  the  Montana  State  Legislature: 

We  have  examined  the  Balance  Sheets  of  the  Offices 
of  the  Governor  and  the  Lieutenant  Governor  as  of 
June  30,  1978  and  the  Statements  of  Expenditures  Compared 
with  Appropriations,  Statements  of  Revenue  Compared 
with  Revenue  Estimates,  Statements  of  Changes  in  Fund 
Balances,  and  Statement  of  Changes  in  General  Fixed 
Assets  for  the  year  then  ended.   Our  examination  was 
made  in  accordance  with  generally  accepted  auditing 
standards  and,  accordingly  included  such  tests  of  the 
accounting  records  and  such  other  auditing  procedures 
as  we  considered  necessary  in  the  circumstances. 

The  Offices  of  the  Governor  and  Lieutenant  Governor 
recognize  grants  from  the  federal  government  using  the 
cash  basis  of  accounting.   Generally  accepted  account- 
ing principles  require  accounting  for  such  grants  using 
the  accrual  basis  of  accounting.   The  offices'  use  of 
the  cash  basis  resulted  in  an  understatement  of  accounts 
receivable  and  liabilities  to  the  federal  government  in 
the  Federal  and  Private  Revenue  Fund  of  $214,892  and 
$183,421,  respectively;  a  $31,471  understatement  of 
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revenue  in  the  Federal  and  Private  Revenue  Fund;  a 
$64,449  understatement  of  liabilities  to  the  federal 
government  in  the  Federal  and  Private  Grant  Clearance 
Fund;  and  a  $64,449  overstatement  of  revenue  in  the 
Federal  and  Private  Grant  Clearance  Fund. 

The  Governor's  mansion,  which  cost  $201,529,  and 
its  furnishings,  for  which  no  cost  data  is  available, 
are  not  included  in  the  property  accounting  records 
maintained  by  the  Offices  of  the  Governor  and  Lieuten- 
ant Governor.   This  results  in  an  understatement  of 
fixed  asset  amounts  in  the  Statement  of  Changes  in 
General  Fixed  Assets  of  at  least  $201,529  at  June  30, 
1977  and  at  June  30,  1978. 

In  our  opinion,  because  of  the  effect  of  the  items 
discussed  in  paragraphs  two  and  three,  the  Balance 
Sheets  and  Statements  of  Changes  in  Fund  Balances  of 
the  Federal  and  Private  Revenue  Fund  and  Federal  and 
Private  Grant  Clearance  Fund;  the  Statement  of  Revenue 
Compared  with  Revenue  Estimates  for  the  Federal  and 
Private  Grant  Clearance  Fund;  and  the  Statement  of 
Changes  in  General  Fixed  Assets  do  not  present  fairly, 
in  accordance  with  generally  accepted  accounting  prin- 
ciples, the  financial  position  of  such  funds  of  the 
Offices  of  the  Governor  and  Lieutenant  Governor  as  of 
June  30,  1978  or  the  results  of  operations  and  changes 
in  fund  balances  of  such  funds  or  the  changes  in  gen- 
eral fixed  assets  for  the  year  then  ended. 


In  our  opinion,  the  Balance  Sheet,  Statement  of 
Expenditures  Compared  with  Appropriations,  Statement  of 
Revenue  Compared  with  Revenue  Estimates,  and  Statement 
of  Changes  in  Fund  Balances  of  the  General  Fund;  the 
Statement  of  Revenue  Compared  with  Revenue  Estimates 
for  the  Federal  and  Private  Revenue  Fund;  the  Statements 
of  Expenditures  Compared  with  Appropriations  for  the 
Federal  and  Private  Revenue  Fund,  Federal  and  Private 
Grant  Clearance  Fund  and  the  Agency  Fund  present  fairly 
the  financial  position  of  such  funds  of  the  Offices  of 
the  Governor  and  Lieutenant  Governor  as  of  June  30, 
1978  and  the  results  of  the  funds  operations  and  changes 
in  fund  balances  for  the  period  then  ended  in  conformity 
with  generally  accepted  accounting  principles  applied 
on  a  basis  consistent  with  that  of  the  preceding  year. 

The  accompanying  Statement  of  Expenditures  by 
Object  and  the  items  titled  "Combined  Total  (Memorandum 
Only)"  on  the  Balance  Sheet,  Statement  of  Revenue 
Compared  with  Revenue  Estimates,  Statement  of  Expendi- 
tures Compared  with  Appropriations  and  Statement  of 
Changes  in  Fund  Balance,  are  not  necessary  for  a  fair 
presentation  of  the  financial  statements  but  are  pre- 
sented as  supplemental  information.   This  information 
has  been  subjected  to  the  tests  and  other  auditing 
procedures  applied  in  our  examination  of  the  financial 


statements,  and  in  our  opinion  is  fairly  stated  in  all 
material  respects  in  relation  to  the  financial  state- 
ments taken  as  a  whole. 

Respectfully  submitted. 


Morris  L.  Brusett,  C.P.A. 
Legislative  Auditor 


January  5,  1979 


COMMENTS 
INTRODUCTION 

We  performed  a  financial/compliance  audit  of  the 
Offices  of  the  Governor  and  Lieutenant  Governor  for  the 
fiscal  year  ended  June  30,  1978.   The  objectives  of  the 
audit  were  to:   (1)  determine  if  the  office's  financial 
statements  present  fairly  its  financial  position  and 
results  of  operations  for  the  fiscal  year  ended  June  30, 
1978,  (2)  determine  if  the  office  complied  with  appli- 
cable laws  and  regulations,   and   (3)  make  recom- 
mendations for  the  improvement  in  the  management  and 
internal  controls  of  the  office.   Our  audit  also 
included  a  compliance  review  of  five  federal  grants 
administered  by  the  offices. 

We  thank  the  Governor,  Lieutenant  Governor  and 
their  staffs  for  their  cooperation  and  assistance 
during  our  audit. 
GENERAL 

The  Governor's  Office  was  created  upon  acceptance 
of  Montana  into  the  Union  in  1889,  and  exists  under 
authority  contained  in  Article  VI  of  the  Montana  Consti- 
tution.  The  office  seeks  to  oversee  and  direct  the 
activities  of  the  executive  branch  agencies  in  a  manner 
which  will  ensure  responsible  and  responsive  government 
for  the  people  of  Montana. 

The  Governor  has  constitutional  and  statutory 
authority  to  administer  the  affairs  of  the  state  of 


Montana;    assure   that  the   laws   of  Montana   are   faithfully 
executed;     appoint    all    military    and    civil    officers    of 
the  state  whose  appointments  are  provided  for  by  statute 
or   by   the    constitution;    approve   legislation;    report  to 
the   legislature   on  the   condition  of  the   state,    submit   a 
biennial    executive    budget;    grant   reprieves    and  pardons 
within    the    best   interests    of  Montana;    serve   on  various 
boards    and   commissions    as   provided  by  the   constitution 
and   statutes;    and   represent   the    state    in   relations   with 
other    governments,     with    the    public,     and   with   various 
organizations  of  states. 

The    following  table  presents    funding  by   source   and 
staffing    levels     for    the    programs    administered    by    the 
Governor's  Office  during  fiscal  year  1977-78. 


Number  of 

Full-time 

Expenditures 

by  S 

Source 

Equivalent 

of  Func 

ling 

Employees 

Federal 

and 

General  Fund 

$ 

Other 
1,597 

Employees 

$   607,586 

18.08 

251,543 

496,863 

24.44 

34,176 

1.50 

638,471 

36,482 

30.26 

53,165 

2.50 

100,228 

4.00 

61,005 

414,801 

5.75 

59,750 

179,250 

vV 

47,799 

20,049 

4.25 

$1,853,723 

ii 

,149,042 

90.78 

Executive   Office 
Lieutenant   Governor 
Mental   Disabilities 

Board   of  Visitors 
Office   of  Budget   and 

Planning 
Citizen's   Advocate 

Office 
Legal   Jurisdiction 

Project 
Office   of   Commerce   and 

Small   Business 

Development 
Economic   Development 
Mansion  Maintenance 
Totals 


"Employees   who  work   in   the  Economic   Development   Project   are 
included   in   the   Office   of   Commerce   and   Small    Business   Development. 


The  following  paragraph  discusses  the  functions  of 
these  programs. 

Lieutenant  Governor 

The  Lieutenant  Governor's  Office  is  provided  for 
in  Article  VI,  Section  4,  of  the  Constitution  of  Montana. 
The  Lieutenant  Governor  is  responsible  for  performance 
of  those  duties  prescribed  by  law  and  those  delegated 
to  him  by  the  Governor.   Upon  the  Governor's  death, 
disability,  or  removal  from  office,  the  Lieutenant 
Governor  assumes  the  duties  of  the  Governor. 
Mental  Disabilities  Board  of  Visitors 

The  Mental  Disabilities  Board  of  Visitors,  estab- 
lished by  the  Legislature  in  1975,  is  charged  by  law 
with  reviewing  patient  care  at  Montana's  institutions 
and  community  health  centers  for  the  mentally  ill  and 
the  mentally  retarded. 

Office  Of  Budget  and  Program  Planning 

The  Office  of  Budget  and  Program  Planning  (OBPP) 
assists  the  Governor  in  the  planning,  preparation,  and 
administration  of  the  state  budget,  the  development  and 
evaluation  of  alternative  program  plans  for  the  pro- 
vision of  state  government  services,  and  the  examina- 
tion and  improvement  of  methods  of  providing  services 
to  the  citizens  of  the  state  of  Montana. 

OBPP  provides  centralized  services  support  for  all 
the  programs  of  the  Governor's  Office  and  the  Lieutenant 
Governor's  Office,  prepares  and  monitors  estimates  of 


revenue,  houses  the  state  clearinghouse  provided  in  the 
federal  Office  of  Management  and  Budget  Circular  A-95, 
establishes  guidelines  and  priorities  for  data  processing 
services,  and  approves  procurement  of  data  processing 
equipment  for  Montana  state  government. 
Citizen's  Advocate  Office 

The  Citizen's  Advocate  Office  is  responsible  for 
making  state  government  more  responsive  and  accessible 
to  the  citizens  of  Montana  by  receiving  and  seeking 
resolution  of  their  complaints,  problems,  and  inquiries 
regarding  state  government. 
Legal  Jurisdiction  Project 

The  Legal  Jurisdiction  Project  exists  to  research 
jurisdictional  differences  between  the  state  and  tribal 
entities . 

Office  of  Commerce  and  Small  Business  Development 

The  Governor's  Office  of  Commerce  and  Small 
Business  Development  is  authorized  to: 


■Reorganize  the  state's  economic  planning  and 
development  activities  into  a  single,  separate 
office,  with  the  capability  of  assisting  the 
Governor  in  developing  and  implementing  state 
economic  policy  planning. 

-Develop  programs  capable  of  assisting  state  busi- 
nesses with  technical  assistance  to  maintain 
existing  jobs  and  create  new  ones,  particularly  in 
the  primary  industries. 

-Accomplish  economic  development  planning,  parti- 
cularly for  areas  impacted  by  rapid  growth  or 
severe  deterioration. 


Economic  Development  Project 

The  Economic  Development  Project  is  administered 
by  the  Office  of  Commerce  and  Small  Business  Develop- 
ment and  is  responsible  for  the  review  of  applications 
for  business  loans  sponsored  by  the  federal  Economic 
Development  Administration  and  the  administration  and 
issuance  of  community  technical  assistance  grants. 
Mansion  Maintenance 

The  Governor's  mansion  is  authorized  as  the  execu- 
tive residence  in  the  city  of  Helena  for  the  use  of  the 
Governor  of  the  state. 
STATEWIDE  COST  ALLOCATION  PLAN 

Section  17-13-110  of  Montana  Codes  Annotated  (MCA) 
requires  that  the  Governor's  Office  of  Budget  and 
Program  Planning  prepare  an  annual  Statewide  Cost 
Allocation  Plan  ( SWCAP ) .   The  SWCAP  is  approved  by  the 
U.S.  Department  of  Health,  Education,  and  Welfare  and 
designed  for  use  by  state  agencies  to  bill  grantors, 
primarily  the  federal  government,  for  the  costs  of 
central  state  operations  associated  with  grants  and 
contracts.   The  plan  is  divided  into  two  sections; 
section  one  contains  an  allocation  of  centralized 
services  not  billed  to  agencies,  and  section  two  lists 
centralized  services  that  are  directly  billed  to  indi- 
vidual agencies  on  a  user  basis. 

Under  section  one  of  the  plan  for  fiscal  year 
1977-78,  $5,321,282  of  the  costs  of  unbilled  central 


services,  such  as  those  incurred  by  the  Accounting, 
Purchasing,  Treasury,  and  Management  Systems  Divisions 
of  the  Department  of  Administration,  were  allocated  to 
each  state  agency  that  receives  the  service.   The 
allocations  are  based  on  the  nature  of  the  service 
provided;  i.e.,  for  accounting,  the  allocation  is  made 
on  the  number  of  transactions  processed  for  each  agency. 

The  agencies  add  the  costs  allocated  to  them  under 
the  plan  to  their  own  internal  indirect  costs  and 
obtain  a  composite  indirect  cost  rate.   The  rate  is 
used  by  the  agency  to  recover  from  grantors  the  portion 
of  indirect  costs  allocable  to  grants  and  contracts. 

Only  through  the  use  of  the  SWCAP  and  active 
pursuit  of  reimbursements  for  internal  indirect  costs 
can  the  true  cost  of  activities  funded  by  the  federal 
government  and  other  grantor  agencies  be  known.   If 
agencies  accept  grants  that  do  not  allow  for  indirect 
cost  reimbursements,  or  if  agencies  do  not  actively 
seek  indirect  cost  reimbursements,  then  the  state's 
General  Fund  or  other  funding  sources  are  required  to 
provide  funding  for  the  indirect  costs  of  those  pro- 
grams.  This  support  may  not  have  been  considered  and 
authorized  during  the  legislative  appropriation  process. 

The  following  report  sections  discuss  specific 
problem  areas  we  found  during  our  review  of  the  SWCAP. 
Centralized  Services  Not  Included  in  SWCAP 

As  part  of  our  review  of  the  SWCAP,  we  determined 
that  some  state  agencies  which  provide  centralized 
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services  that  are  not  billed  are  not  included  in  section 
one  of  the  SWCAP .   We  identified  these  as  the  Office  of 
the  Legislative  Fiscal  Analyst,  the  Surplus  Property 
Bureau  of  the  Department  of  Administration,  and  the 
State  Board  of  Examiners.   Since  the  Governor's  Office 
has  not  included  these  services  in  Montana's  SWCAP,  the 
cost  of  the  services  provided  by  these  agencies  is  not 
allocated  among  the  user  agencies  and  cannot  be  recovered 
from  grantors . 

We  also  found  that  the  services  provided  by  the 
Attorney  General  which  are  directly  billed  to  user 
agencies  in  Wyoming,  South  Dakota,  Idaho,  and  Washington 
under  section  two  of  the  SWCAP  for  those  states  are  not 
billed  to  user  agencies  in  Montana.  Grantors  should  be 
billed  for  or  allocated  all  indirect  costs  allocable  to 
grants  and  contracts. 

RECOMMENDATION 

We  recommend  that  the  Governor's  Office  determine  the 
feasibility  of  including  the  cost  of  additional  centralized 
services  in  the  SWCAP. 

Grantee   Agencies   Not    Identified   in   SWCAP 

Not   all    state   agencies    that   receive   unbilled   state 
services    are    separately    identified    in    section    one    of 
the     SWCAP.       The    Governor's    Office    has    grouped    these 
agencies     in     an     "other"     category.       For     fiscal     year 


1977-78,  the  "other"  category  contained  $841,298  or  16 
percent  of  the  total  allocation.   This  makes  it  dif- 
ficult for  these  agencies  to  use  the  SWCAP  in  claiming 
the  unbilled  central  services  costs  associated  with 
grants  and  contracts . 

We  determined  that  the  Department  of  Revenue, 
Department  of  State  Lands,  and  the  Judiciary  were 
included  in  the  "other"  category  during  fiscal  year 
1977-78,  even  though  these  agencies  either  handled 
grants  and  contracts  during  the  year  or  expect  to  in 
the  future.   All  agencies  that  receive  grants  or  con- 
tracts should  be  identified  separately  in  the  SWCAP  so 
that  the  related  indirect  costs  can  be  reimbursed. 

RECOMMENDATION 

We  recommend  that  the  Governor's  Office  separately  identify 
in  the  SWCAP  all  agencies  that  are  expected  to  receive 
grants  and/or  contracts. 

Recovery  of  Indirect  Costs 

Section  17-3-111,  MCA,   requires  that  "Grantee 
agencies  shall,  in  accordance  with  federal  regulations 
and  guidelines,   negotiate  indirect  cost  rates  and 
endeavor,  to  the  fullest  extent  possible,  to  recover 
indirect  costs  of  federal  assistance  programs."   To 
comply  with  the  provisions  of  section  17-3-111,  MCA, 
agencies  must  attempt  to  recover  the  costs  allocated  to 


them  under  the  SWCAP,  in  addition  to  their  own  internal 
indirect  costs. 

Of  the  3'-)  aqencies  we  contacted  that   teceived 
grants  and  contracts  during  iiscai  year  1977-78,  16 
indicated  that  none  of  their  grants  and  contracts  allow 
for  reimbursement  of  indirect  costs,  and  14  indicated 
that  only  some  of  their  grants  and  contracts  allow  for 
reimbursement  of  indirect  costs. 

During  our  review  of  documents  at  selected  state 
agencies  that  told  us  their  grants  and  contracts  did 
not  allow  payment  of  indirect  costs,  we  found  that 
regulations  for  some  grants  prohibit  the  payment  of 
indirect  costs.   However,  in  other  cases  we  found  that 
the  agencies  simply  had  not  budgeted  for  indirect  costs 
when  they  submitted  the  grant  proposal.   In  these 
latter  cases,  agency  officials  told  us  that,  in  some 
cases,  they  did  not  budget  for  indirect  costs  because 
funding  for  grant  projects  was  limited  and  all  grant 
funds  were  needed  to  pay  the  direct  costs  of  the  pro- 
grams.  If  these  budgets  were  so  limited,  agency  offi- 
cials should  have  reduced  the  scope  of  grant  supported 
activities  to  remain  within  funding  limits  or  should 
have   obtained   appropriation   authority   from   other 
sources  to  increase  the  grant  budgets.   In  no  case 
should  agencies  fail  to  claim  indirect  costs,  espe- 
cially those  unbilled  SWCAP  costs  paid  by  the  General 


Fund,  in  order  to  obtain  additional  funding  for  direct 
costs  of  grant  supported  activities. 

Indirect  cost  recovery  restrictions  placed  on 
grants  and  contracts  either  by  the  federal  government 
or  by  state  agency  administrators,  force  the  state  to 
absorb  the  indirect  costs.  Both  indirect  costs  internal 
to  the  grantee  agency  and  those  allocated  under  the 
SWCAP,  that  are  associated  with  the  handling  of  the 
grants  and  contracts  are  funded  by  other  state  moneys. 
Grantors  should  be  held  responsible  for  all  costs 
associated  with  grants  and  contracts  to  the  fullest 
extent  possible.   All  grants  and  contracts  which  do  not 
provide  funds  for  the  reimbursement  of  indirect  costs 
should  be  approved  by  the  legislature  wherever  possible 
or  by  the  Governor's  Office  before  they  are  accepted  by 
the  grantee  agency.   The  amounts  of  indirect  costs 
associated  with  these  grants  should  be  clearly  identi- 
fied in  the  grant  proposals  and  the  funding  sources  for 
them  should  be  stated. 
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INDIRECT  COST 
REIMBURSEMENT 


Grant  and  Contract 
Provisions 
by  Agency 


Reimbursement 

Procedures  for 

Eligible  Grants  and 

Contracts  by  Agency 


Twenty-three  of  the  39  agencies  contacted  received 
grants  and  contracts  during  fiscal  year  1977-78  that 
allow  for  the  reimbursement  of  indirect  costs.   Of 
these,  four  agencies  did  not  claim  any  internal  indirect 
cost  reimbursement,  and  another  four  agencies  claimed 
internal  indirect  costs  on  only  some  of  the  eligible 
grants  and  contracts.   Three  of  these  eight  agencies 
applied  the  indirect  costs  associated  with  the  grants 
and  contracts  against  the  state's  share  of  the  agree- 
ment; two  agencies  had  not  developed  an  indirect  cost 
rate;  two  agencies  indicated  that  direct  costs  absorbed 
the  entire  amount  of  the  grants  and  contracts;  and  the 
other  agency  believed  that  the  amount  recoverable  was 
insignificant. 
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Fifteen  of  the  23  agencies  that  received  grants 
and  contracts  during  fiscal  year  1977-78  which  allowed 
for  indirect  cost  reimbursement  did  not  attempt  to 
recover  SWCAP  amounts  from  grantors.   Since  the  SWCAP 
allocation  is  used  in  conjunction  with  the  grantee 
agency's  internal  indirect  costs  in  computing  an  in- 
direct cost  rate,  the  four  agencies  that  did  not  claim 
any  of  their  own  indirect  costs  associated  with  grants 
and  contracts  also  did  not  claim  reimbursement  based  on 
the  SWCAP  allocation.   We  determined  that  several  of 
the  other  agencies  had  never  heard  of  the  SWCAP,  or  did 
not  know  how  to  use  it.   The  remaining  agencies  did  not 
use  the  plan  because  they  did  not  have  a  current  indirect 
cost  rate,  or  believed  the  amount  involved  was  insigni- 
ficant.  One  agency  stated  that  it  did  not  use  the 
SWCAP  because  a  policy  has  not  been  established  to 
dictate  the  proper  disposition  of  the  reimbursements 
received. 

All  state  agencies  that  receive  grants  and  con- 
tracts should  attempt  to  recover  both  their  own  inter- 
nal indirect  costs,  and  those  allocated  to  them  under 
the  SWCAP.  » 

RECOMMENDATION 

We  recommend  that  the  Governor's  Office: 

1.        Inform     state    agencies    concerning    the    provisions    of 

section    17-3-111,    MCA,    that   require   agencies   to   claim 

all  indirect  costs  for  reimbursement. 
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2.  Instruct  state  agencies  in  the  use  of  the  SWCAP. 

3.  Require  agencies  to  submit  for  approval  all  grants  and 
contracts  that  do  not  contain  provisions  for  the  reim- 
bursement of  indirect  costs. 

Disposition  of  Indirect  Cost  Reimbursements 

Of  the  39  agencies  surveyed,  eighteen  indicated 
that  they  received  reimbursements  totaling  at  least 
$4,424,800  for  internal  indirect  costs,   and  eight 
received  reimbursements  totaling  at  least  $181,000  for 
indirect  costs  associated  with  the  SWCAP  during  fiscal 
year  1977-78.   We  found  that  the  reimbursements  re- 
ceived were  used  to  fund  the  agency's  internal  indirect 
costs  or  to  support  agency  programs. 

Current  procedures  used  by  agencies  to  account  for 
revenue  from  reimbursement  of  indirect  costs  are  not 
adequate  to  allow  verification  of  the  amounts  collected 
or  the  disposition  of  those  funds.   The  Governor's 
Office  should  establish  procedures  for  accounting  for 
indirect  cost  reimbursements  that  will  allow  verifi- 
cation of  the  amounts  collected  by  each  agency.   Reim- 
bursements of  each  agency's  internal  indirect  costs 
should  be  deposited  into  the  fund  in  which  the  costs 
were  incurred.   All  SWCAP  reimbursements  should  be 
deposited  in  the  General  Fund. 

Unless  these  reimbursements  are  deposited  in  the 
fund  in  which  the  expenditures  were  incurred,  the 
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actual  combination  of  funding  sources  for  an  agency's 
operations  and  programs  is  distorted  and  its  financial 
reports  do  not  present  an  accurate  picture  of  the 
amount  of  support  received  from  each  funding  source. 

RECOMMENDATION 

We  recommend  that  the  Governor's  Office: 

1.  Require  agencies   to  deposit  internal  indirect  cost  reim- 
bursements   into    the    fund    in    which    the    costs    were 
incurred. 

2.  Require  agencies  to  deposit  reimbursements  of  indirect 
costs  associated  with  the  SWCAP  in  the  General  Fund. 

FEDERAL  GRANTS 
Accounting 

The  Governor's  Office  receives  federal  grants  on 
both  an  advance  and  reimbursement  basis.   At  June  30, 
1978,  the  office  had  several  grant  projects  in  process. 
In  some  cases,  advances  were  received  to  provide  fund- 
ing for  the  project.   In  several  of  those  cases,  the 
office  had  cash  balances  on  hand  which  were  not  yet 
earned.   When  these  advances  were  received,  they  were 
recorded  as  revenue  in  the  appropriate  fund.   Generally 
accepted  accounting  principles  require  that  when  money 
is  received  before  it  is  earned,  it  should  be  recorded 
as  a  liability.   The  office's  accounting  for  advances 
received  resulted  in  understatements  of  liabilities  in 
the  Federal  and  Private  Revenue  Fund  and  the  Federal 
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and  Private  Grant  Clearance  Fund  of  $183,421  and 
$64,449,  respectively  at  June  30,  1978.   Revenue  in 
those  funds  is  overstated  by  the  same  amount. 

We  also  found  instances  where  grants  entered  into 
by  the  Governor's  Office  provided  for  reimbursement  of 
grant  expenditures  based  on  billings  submitted  after 
expenses  were  incurred.   In  these  cases,  generally  ac- 
cepted accounting  principles  require  that  revenue  be 
recorded  and  accounts  receivable  established  when  ex- 
penses eligible  for  reimbursement  under  the  grant  are 
incurred.   The  Governor's  Office  records  revenue  from 
these  grants  when  it  is  received  in  cash  rather  than 
when  expenses  are  incurred.   This  procedure  is  in  com- 
pliance with  MOM  2-0240.40  which  states  that  revenue 
should  be  recorded  when  received  in  cash.   The  director 
of  the  Department  of  Administration  has  stated  that  the 
Department  of  Administration  is  revising  the  state  pol- 
icy to  meet  the  requirements  of  generally  accepted  ac- 
counting principles. 

Cash  basis  accounting  used  by  the  Governor's 
Office  resulted  in  a  $214,892  understatement  of  ac- 
counts receivable  and  revenue  in  the  Federal  and  Pri- 
vate Revenue  Fund  at  June  30,  1978.   If  the  Governor's 
Office  does  not  wish  to  account  for  grant  activity 
throughout  the  year  using  the  accrual  basis  of  account- 
ing, office  personnel  can  make  year  end  accounting  ad- 
justments to  assure  proper  presentation  in  the  office's 
financial  statements. 
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RECOMMENDATION 

We  recommend   that  the   Governor's  Office  account  for  grant 

revenue    in    accordance    with    generally    accepted    accounting 

principles. 

Office  Equipment 

The  justifying  narrative  for  one  proposed  grant 
budget  line-item  we  reviewed  stated,  "This  item  (equip- 
ment) summarizes  the  costs  of  establishing  an  office 
for  the  Project  Coordinator  and  Research  Specialist  and 
includes  rental  of  two  desks,  two  chairs,  typewriters, 
and  other  office  equipment."   The  budget  for  equipment 
was  approved  for  the  $1,000  requested.   Two  weeks 
before  the  close  of  the  grant  period,  the  Governor's 
Office  purchased  eight  sound  barriers  and  used  the 
$1,000  to  pay  a  portion  of  their  cost. 

The  grantor  approved  the  proposed  budget  for 
equipment  expenditures  based  on  the  Governor's  Office 
justification  for  the  request.  Because  the  money  was 
not  spent  for  the  purpose  given  and  the  purchase  was 
made  at  the  close  of  the  grant  period,  we  question  the 
propriety  of  this  expenditure  of  grant  funds. 

RECOMMENDATION 

We   recommend    that   expenditures   from   grant   funds   be   made 

for  the  purpose  stated  in  the  proposed  budget. 
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PLANT,  PROPERTY,  AND  EQUIPMENT 

The  Governor's  Office  completed  preparation  of  a 
list  of  equipment  for  most  locations  during  July  1977. 
The  inventory  list  compiled  by  the  Governor's  Office  is 
its  basis  for  establishing  accounting  and  physical 
control  over  fixed  assets.   The  following  problems  were 
noted  during  our  review  of  fixed  assets. 

1.  The  Department  of  Administration's  Management 
Memo  70-17  requires  state  agencies  to  take  an 
annual  physical  inventory  of  fixed  assets. 
The  Governor's  Office  did  not  take  an  inventory 
during  fiscal  year  1977-78. 

2.  Inventory  records  do  not  always  reflect 
transfers  of  equipment  between  locations. 
Thus,  accounting  control  over  equipment  is 
lost  until  another  physical  inventory  is 
taken.   For  example,  effective  July  1,  1977 
the  energy  program  was  transferred  to  the 
Department  of  Natural  Resources.   Several 
pieces  of  equipment  were  transferred  along 
with  the  program  but  have  not  been  removed 
from  the  Governor's  Office  list  of  active 
inventory  items.   Items  transferred  cannot  be 
determined  with  certainty  until  a  physical 
inventory  is  conducted.   The  ending  balance 
for  fixed  assets  at  June  30,  1978,  as  pre- 
sented in  the  financial  statements,  is  over- 
stated by  the  value  of  the  equipment  trans- 
ferred. 

Transfers  of  equipment  should  require  written 
authorization  on  a  property  transfer  form. 
This  form  should  also  be  used  to  initiate  a 
change  in  the  inventory  records . 

3.  The  Governor's  Office  does  not  remove  the 
identification  tags  from  equipment  prior  to 
disposal.   The  removal  and  forwarding  to 
accounting  of  the  identification  tags  would 
ensure  a  timely  and  proper  removal  from 
inventory  records . 

The  Governor's  Office  is  currently  using  tags 
that  are  computer  generated.   The  tags  are 
difficult  to  remove  from  some  items  and  do 
not  stay  fixed  to  others.   The  office  is 
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waiting   for  the  Property  Accountability 
Management  System  (PAMS)  being  developed  by 
the  Department  of  Administration  to  become 
operational  before  establishing  a  new  tagging 
system. 


RECOMMENDATION 

We  recommend  that  the  Governor's  Office: 

1.  Conduct  an  annual  physical  inventory  in  compliance  with 
Management  Memo  70-17. 

2.  Require    written    transfer    forms    for  equipment  location 
changes  and  that  the  forms  be  used  to  initiate  a  change 
in  inventory  records. 

3.  Use  identification  tags  that  can  be  removed  and  for- 
warded to  accounting  at  the  time  of  asset  disposal  or 
establish  other  controls  to  ensure  proper  and  timely 
removal  from  property  records. 

Governor's  Mansion 

The  Governor's  Office  has  the  control  of  and 
responsibility  for  the  Governor's  mansion.  They  re- 
ceive an  appropriation  and  incur  the  expense  for  all 
maintenance  costs.  The  mansion,  which  cost  $201,529, 
is  not  recorded  in  the  Governor's  Office  inventory 
records.  In  addition,  the  Governor's  Office  does  not 
include  furnishings  purchased  for  the  Governor's  man- 
sion on  the  inventory  records.  Management  Memo  (MM) 
70-17  states,  "Each  state  agency  is  responsible  for  the 
management  of  all  state  property  within  their  juris- 
diction."  General  guidelines  presented  in  Management 
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Memo  70-17  call  for  the  recording  of  all  fixed  assets 
that  cost  $100  or  more,  have  an  expected  life  of  more 
than  one  year,  and  do  not  substantially  change  their 
identity  through  use. 

The  fixed  asset  balances  at  June  30,  1977  and 
June  30,  1978,  as  presented  in  the  Statement  of  Changes 
in  General  Fixed  Assets  (see  page  32)  for  the  Gover- 
nor's Office,  are  understated  by  an  amount  equal  to  the 
purchase  price  of  the  mansion  and  its  furnishings. 

RECOMMENDATION 

We  recommend  that  the  Governor's  Office  include  the  mansion 

and  its  furnishings  in  its  inventory  records. 

Leased  Equipment 

The  Governor's  Office  acquired  three  recorders, 
transcribers,   and  tone  controls  on  an  installment 
purchase  contract.   Title  to  the  machines  will  transfer 
to  the  Governor's  Office  when  final  payment  is  made. 
The  agency  considers  the  equipment  as  leased  and  does 
not  record  the  asset  or  the  contract  obligation. 

If  a  lease  transfers  ownership  of  the  property  to 
the  lessee  by  the  end  of  the  lease  term  the  lease 
should  be  classified  as  a  capital  lease.   For  a  capital 
lease,  generally  accepted  accounting  principles  require 
the  lessee  to  record  the  asset  and  obligation.   There- 
fore, Governor's  Office  assets  are  understated  by 
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$6,295    and    liabilities    are    understated    by    $1,343    at 
June    30,    1978. 

RECOMMENDATION 

We  recommend   that  the  Governor's  Office  record  assets  and 
liabilities    for   lease-purchase    contracts    in    accordance   with 
generally  accepted  accounting  principles. 

EXPENDITURES 

The  Governor's  Office  expended  $1,471,811  during 
fiscal  year  1977-78  for  nonpersonal  services  operating 
expenses,  eguipment  purchases,  and  grants.   We  noted 
the  following  problems  during  our  review  of  expenditure 
transactions . 
Air  Travel 

Employees  of  the  Governor's  Office  travel  exten- 
sively using  state  aircraft  available  through  the 
Department  of  Community  Affairs,  Aeronautics  Division. 
For  the  fiscal  year  1977-78,  we  reviewed  the  use  of 
state  aircraft  by  the  Governor's  Office.   We  found  that 
on  one  occasion,  a  state  aircraft  was  used  by  non-state 
employees  for  a  trip  costing  $435  that  was  personal  in 
nature.   In  another  case,  we  found  that  the  Governor's 
Office  paid  $296  for  a  flight  carrying  the  family  of  a 
U.S.  Senator. 

We  found  other  instances  where  non-state  employees 
accompanied  state  personnel  on  state  aircraft.   This 
travel  is  in  accordance  with  an  unwritten  policy 
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established  by  the  Department  of  Community  Affairs, 
Aeronautics  Division,  which  allows  for  non-state 
employees  to  ride  in  state  aircraft  when  seats  are 
available. 

RECOMMENDATION 

We    recommend    that   the    Governor's    Office    use    state-owned 

aircraft  for  official  business  only. 

CASH 

During  April  1978,  the  Department  of  Administra- 
tion issued  Management  Memo  2-78-4  concerning  general 
year-end  cut-off  procedures  for  fiscal  year  1977-78. 
The  memo  describes  the  use  of  the  new  control  account 
titled  Cash  on  Hand  at  Fiscal  Year  End. 

Management  Memo  2-78-4  states  that  "According  to 
the  definition  of  the  modified  accrual  basis  of  ac- 
counting, receipts  should  be  recorded  when  received. 
If  the  recording  of  the  receipts  involves  cash,  then  at 
fiscal  year-end,  all  cash  received  through  June  30  must 
be  recorded  in  SBAS  in  the  year  just  ended  either  as 
Cash  in  Treasury  or  Cash  on  Hand  at  FYE."   Moneys  on 
hand  but  not  deposited  in  the  state  treasury  system  by 
June  30  should  be  credited  to  the  new  control  account. 

The  Governor's  Office  misunderstood  the  memo  and 
credited  "Cash  on  Hand  at  FYE"  with  $1,163  received 
after  June  30.   They  were  under  the  impression  that  the 
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new  control  account  could  be  credited  with  moneys 
pertaining  to  fiscal  year  1977-78  business  received 
before  the  July  17,  1978  cut-off. 

RECOMMENDATION 

We  recommend  that  the  Governor's  Office  use  the  control 
account  for  cash  on  hand  at  fiscal  year  end  in  accordance 
with  guidelines  set  forth  in  Management  Memo  2-78-4. 

INTERNAL  CONTROL 

As  part  of  our  examination  we  made  a  study  and 
evaluation  of  the  system  of  internal  accounting  control 
used  by  the  Governor's  Office  to  establish  a  basis  for 
reliance  thereon  in  determining  the  nature,  timing,  and 
extent  of  other  auditing  procedures  necessary  for 
expressing  an  opinion  on  the  financial  statements  and 
to  assist  in  planning  and  performing  our  examination  of 
the  financial  statements. 

The  objective  of  internal  accounting  control  is  to 
provide  reasonable,  but  not  absolute,  assurance  as  to 
the  safeguarding  of  assets  against  loss  from  unauthor- 
ized use  or  disposition,  and  the  reliability  of  finan- 
cial records  for  preparing  financial  statements  and 
maintaining  accountability  for  assets .   The  concept  of 
reasonable  assurance  recognizes  that  the  cost  of  a 
system  of  internal  accounting  control  should  not  exceed 
the  benefits  derived  and  also  recognizes  that  the 
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evaluation  of  these  factors  necessarily  requires  esti- 
mates and  judgments  by  management. 

Our  examination  would  not  necessarily  disclose  all 
weaknesses  in  the  system  of  internal  accounting  control 
because  it  was  based  upon  selective  tests  of  accounting 
records  and  related  data.   However,  our  study  and 
evaluation  disclosed  conditions  that  we  believe  to  be 
weaknesses  in  the  internal  accounting  controls  estab- 
lished by  the  Governor's  Office  and  the  office's  com- 
pliance with  those  controls.   We  discuss  these  weak- 
nesses in  the  following  sections. 
Personal  Services 


Some  of  the  employee  files  examined  did  not  con- 
tain leave  requests  for  annual,  sick,  or  other 
leave  taken  by  the  employee.   The  regulations 
requiring  use  of  leave  requests  are  found  in 
Montana  Operations  Manual  3-0305. 

The  agency  does  not  have  military  orders  on  file 
to  substantiate  13  days  of  military  leave  taken  by 
an  employee  during  the  year.  According  to  Montana 
Operations  Manual  3-0321,  "An  employee  shall  also 
submit,  with  the  (leave)  request  form,  a  copy  of 
his/her  military  orders  directing  the  employee  to 
report  for  training." 

Agency  employees  were  given  merit  step  increases 
on  a  basis  inconsistent  with  the  pay  plan  rules, 
which  state,   (MOM  3-0505),   "An  employee  shall 
advance  one  step  in  the  authorized  grade  for  the 
class  on  the  first  day  of  the  pay  period  occurring 
on  or  following  his  or  her  anniversary  date."   In 
one  case,  an  employee  was  given  a  merit  step 
increase  before  he  was  eligible,  and  was  overpaid 
approximately  $82  as  a  result.   Another  employee 
did  not  receive  a  merit  increase  on  his  anniver- 
sary date,  and  lost  approximately  $90  in  gross 
wages.   In  another  case,  an  employee  was  underpaid 
$121  as  a  result  of  a  miscalculation  of  a  retro- 
active pay  raise.   The  computation  was  based  on  80 
hours  instead  of  the  160  hours. 
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An  employee  left  the  employment  of  the  state  in 
August  1977  and  has  not  been  compensated  for  the 
38.95  hours  of  his  sick  leave  balance.   This 
amounts  to  approximately  $70.   According  to  MOM 
policy  3-0310,  "Eligible  employees  are  entitled  by 
law  to  receive  a  lump  sum  payment  upon  termination 
equal  to  one-fourth  of  the  pay  attributed  to  the 
unused  sick  leave  accrued  after  July  1,  1971." 
The  agency  should  attempt  to  locate  the  employee. 
If  this  fails,  the  money  should  be  turned  over  to 
the  Department  of  Revenue  as  abandoned  property 
and  the  employee  should  be  terminated  from  the 
payroll  records  of  the  Governor's  Office. 


Other 


The  Governor's  Office  prepares  a  month-end  recon- 
ciliation of  the  balance  per  books  in  the  conti- 
ngent revolving  fund  to  the  authorized  balance 
shown  on  SBAS  and  to  the  balance  per  bank  state- 
ment.  The  bank  statement  for  the  account  is  cut 
off  in  the  second  week  of  each  month.   As  a  re- 
sult,  transactions  occurring  between  the  bank 
statement  date  and  month-end  are  shown  as  out- 
standing on  the  reconciliation,  when  in  fact 
several  of  the  items  have  cleared  the  bank  by  the 
reconciliation  date.   Bank  statements  must  be 
reconstructed  to  derive  the  beginning  and  ending 
cash  balances  each  month  in  the  contingent  revolv- 
ing fund.   The  agency  should  make  arrangements 
with  the  bank  to  have  the  statement  for  the  con- 
tingent revolving  fund  account  cut  off  at  month- 
end. 

Four  people  are  authorized  to  sign  checks  drawn  on 
the  contingent  revolving  fund.   The  signature  card 
at  the  bank  lists  five  signatures.   The  fifth 
person  whose  signature  appears  on  the  card  has 
left  the  agency.   To  provide  proper  control  over 
disbursements  from  the  bank  account,  the  Gover- 
nor's Office  should  update  the  list  of  authorized 
check  signers  whenever  there  is  a  change  in  au- 
thorized personnel .  * 


RECOMMENDATION 

We  recommend  that  the   Governor's  Office  initiate  procedures 

to  correct  the  internal  control  weaknesses  noted  above. 
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PRIOR  AUDIT  RECOMMENDATIONS 

A  previous  audit  of  the  office  was  conducted  by  a 
CPA  firm  under  contract  with  the  Office  of  the  Legis- 
lative Auditor.   The  report,  issued  for  the  fiscal  year 
ended  June  30,   1976,   contained  17  recommendations 
related  to  the  office's  operation.   During  our  follow- 
up  of  these  recommendations  we  found  that  the  office 
had  complied  with  substantially  all  of  the  recom- 
mendations which  were  still  applicable. 
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FINANCIAL  STATEMENTS 


OFFICES  OF  THE  GOVERNOR  AND  LIEUTENANT  GOVERNOR 


COMBINED  BALANCE 

SHEETS 

ALL  FUNDS 

J8 

Federal 

JUNE  30, 

19^ 

Federal 

and 

and 

Private 

Combined 

Private 

Grant 

Total 

General 

Revenue 

Clearance 

(Memorandum 

Fund 

Fund 

Fund 

Only) 

Assets 


Revolving  Fund  Cash 
Cash  in  Treasury 
Cash  on  Hand 
Expense  Advances  to 

Employees 
Encumbered 

Appropriation 

$    400 

1,166 

89 

114,280 
$115,935 

$167,238 
709 

$72, 

063 

$    400 

239,301 

1,166 

798 

114,280 

Total  Assets 

$167,947 

$72, 

,063 

$355,945 

Liabilities 
Accrued  Support 

Expenditures 
Accrued  Withdrawals 

$115,935 

$187,229 

4,966 

192,195 

(24,248) 

$167,947 

$  f: 

7 

64 

$72 

,614 
,614 

,449 

,063 

$303,164 
12,580 

Total  Liabilities 
Fund  Balance  (Deficit) 

115,935 
-0- 

315,744 
40,201 

Total  Liabilities 
and  Fund  Balance 

$115,935 

$355,945 
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OFFICES  OF  THE  GOVERNOR  AND  LIEUTENANT  GOVERNOR 
STATEMENTS  OF  REVENUE  COMPARED  WITH  REVENUE  ESTIMATES 
ALL  FUNDS 


Revenue  Description 
Sale  of  Documents . 
Miscellaneous 


FISCAL  YEAR  ENDED  JUNE  30, 

1978 

General  Fund 

Federal  and  Private 
Revenue  Fund 

Estimated    Actual 
$514 
262 

Estimated       Actual 
$      ^: 

Grants,  Gifts,  Bequests, 
and  Donations 
Private  Grants 
Donations 

Income  Transfers 

Federal  Assistance 
Department  of  Commerce 
Department  of  Labor 
Energy  Research  and 

Development  Administration 
National  Foundation  on  the 

Arts  and  Humanities 
National  Science  Foundation 
Federal  Energy  Administration 
Environmental  Protection 

Agency 
Old  West  Regional  Commission 
Grand  Total 


150 


$926 


$    17,700 
25,000 

112,069 


580,022 
30,675 

4,425 

1,749 

25,000 

189,000 


495,506 


19,578 


87,659 


1,073,130 
28,831 

1,246 

1,399 

25,000 

209,000 


256,936 
$1,481,146    $1,703,232 
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Federal  and  Private  Combined  Total 

Grant  Clearance  Fund  (Memorandum  Only) 

Estimated      Actual       Estimated       Actual 


514 
715 


17,700        19,578 
25,000 

112,069        87,809 


$300,000      $  60,000         880,022     1,133,130 

30,675        28,831 

4,425         1,246 


1,749 

1,399 

25,000 

25,000 

189,000 

209,000 

89, 

,225 

54,522 

89,225 

54,522 

427, 

,774 

229,798 

923,280 

486,734 

$816, 

,999 

$344,320 

$2_ 

,298,145 

R 

,048,478 
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GOVERNOR'S  OFFICE 
ALL  FUNDS 
STATEMENTS  OF  EXPENDITURES  COMPARED  WITH  APPROPRIATIONS 
FISCAL  YEAR  ENDED  JUNE  30.  1978 


General  Fund 
Appropriations 
Amendments  (see  note  3) 

Total  Available 
Expenditures 
Unexpended  Appropriation 
Balance 


Office  of 

Employee 

Budget  and 

Pay 

Executive 

Mansion 

Program 

Increases 

Office 

Maintenance 

Planning 

$2,208,225 

$601,933 

$50,323 

$629,364 

(2,086,741) 

9,805 

1,337 

13,582 

121,484 

611,738 

51,660 

642,946 

-0- 

607,586 
$   4,152 

47,799 
$  3,861 

638,471 

$   121,484 

$  4,475 

Federal  and  Private  Revenue 
Fund 
Appropriations 
Amendments 

Total  Available 
Expenditures 
Unexpended  Appropriation 
Balance 


$   -0- 

$   -0- 

$ 

-0- 

29,077 

23,600 

36,942 

29,077 

23,600 

36,942 

1,597 

20,049 

— 

36,482 

$  27,480 

$   3,551 

i. 

460 

Federal  and  Private  Grant 
Clearance  Fund 
Appropriations 
Amendments 

Total  Available 
Expenditures 
Unexpended  Appropriation 
Balance 

Agency  Fund  (Allocation  of 
HB  834  Funds) 
Appropriations 
Amendments  (see  note  3) 

Total  Available 
Expenditures 
Unexpended  Appropriation 
Balance 


$3,581,692 
(3,569,960) 
11,732 
-0- 

$   11.732 


Program  Totals  - 
(Memorandum  Only) 

Appropriations  $5,789,917     $601,933      $50,323     $629,364 

Amendments  (5,656,701)      38,882       24,937       50.524 

Total  Available  133,216      640,815       75,260      679,888 

Expenditures  -0-        609.183       67.848      674,953 

Unexpended  Appropriation 

Balance  $   133.216     $  31,632      $  7.412     $   4.935 
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Office  of 
Commerce  and 
Legal         Small 
Jurisdiction   Business    Economic    Lieutenant 
Project     Development  Development   Governor 


Mental 
Citizen's  Disabilities 
Advocate    Board  of     Fund 
Office     Visitors    Totals 


$150,000 
-0- 

$  61,300 
-0- 

$  67,000 
-0- 

$ 
$_ 

249,522 

5,942 

255,464 

251,543 

3,921 

$56,865 

1,486 

58,351 

53,165 

$  5,186 

$38,912 

447 

39,359 

34,176 

$  5,183 

$4,113,444 
(2,054,142) 

150,000 
100,228 

$  49,772 

61,300 
61,005 

$    295 

67,000 
59,750 

$   7,250 

2,059,302 
1,853,723 

$  205,579 

$160,000 
115,000 

$200,000 
-0- 

$ 

1 
1 

155,162 
,063,041 

275,000 
175,087 

200,000 
179,250 

,218,203 
449,023 

$  99,913 

$  20,750 

$_ 

769,180 

$   -0- 
596,405 
596,405 
239,714 

$ 

-0- 

193,239 

193,239 

47,840 

$356,691 

$_ 

145,399 

$  515,162 

1,267,660 

1,782,822 

861,488 

$   921,334 


$    -0- 
789,644 
789,644 
287,554 

$  502,090 


$3,581,692 
(3,569,960) 
11,732 
-0- 

$        11.732 


$150,000 

$221; 

,300 

$267,000 

$ 

404. 

,684 

$56, 

,865 

$38; 

,912 

$8,210, 

,298 

-0- 

711, 
932. 

,405 
,705 

-0- 

1 
1 

,262, 
,666, 

,222 
,906 

1, 
58, 

,486 
,351 

39, 

447 
,359 

(3,566, 
4,643, 

,798 

150,000 

267,000 

,500 

100,228 

475, 

,806 

239,000 



748, 

,406 

53, 

,165 

34, 

,176 

3,002, 

,765 

$  49,772 

$456, 

,899 

$  28,000 

$_ 

918, 

,500 

$  5, 

,186 

$  5, 

,183 

$1,640, 

,735 
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GOVERNOR'S  OFFICE 


STATEMENTS 

OF 

CHANGES  IN 

FUND 

BALANCE 

FISCAL 

ALL  FUNDS 
YEAR  ENDED  JUNE 

30, 

1978 

Balance  at 
July  1,  1977 

Additions : 

Appropriations  from 
General  Fund 

Revenue  and  Income 

Prior  Year  Expendi- 
ture Adjustment 

Prior  Year  Income 
Adjustments 

Prior  Year  Revenue 
Adjustments 

Expenditures  Charged 
to  Prior  Year 

Adjustment  to 
Transfer  Employment 
Training  Council  to 
Department  of  Labor 
Total  Balance  plus 

Additions 

Deductions : 

Expenditures  and 
Withdrawals 

Deposits  to  the 
General  Fund 

Prior  Year  Expendi- 
ture Adjustments 

Prior  Year  With- 
drawal Adjustments 

Prior  Year  Revenue 
Collections 

Adjustments  to 
Transfer  Employment 
Training  Council  to 
Department  of  Labor 

Prior  Year  Income 
Adjustments 

Deposits  of  Prior 
Year  Revenue  and 
Income  to  the  Gen- 
eral Fund 

Reversions 
Total  deductions 

Balance  at  June  30, 
1978  (Deficit) 


Federal 

Federal 

and 

and 

Private 

Combined 

Private 

Grant 

Total 

General 

Revenue 

Clearance 

(Memorandum 

Fund 

Fund 

Fund 

Only) 

-0- 


1,853,723 

926 

4,620 


2,059,302 

926 

1,703,232 

262 

363 

226 

36,157 

4,620 

(45) 

363 
205,579 


$   134,184   $  462,489   $  596,673 


2,059,302 
344,320    2,048,478 

262 

13,168       13,757 

36,157 

4,575 

426,189      426,189 


2,065,211    1,874,016    1,246,166    5,185,393 


861,488 

215 
408 

120,000 


287,554 


3,002,765 

926 

4,835 

408 

120,000 


913,264      894,163    1,807,427 
2,889  2,889 


363 

205,579 


2,065,211  1,898,264  1,181,717  5,145,192 


$      (24,248)      $        64,449        $        40,201 
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OFFICES  OF  THE  GOVERNOR  AND  LIEUTENANT  GOVERNOR 

STATEMENT  OF  CHANGES  IN  GENERAL  FIXED  ASSETS 

FISCAL  YEAR  ENDED  JUNE  30,  1978 


Beginning  Balance,  July  1,  1977  $109,516 

Additions : 

Office  Equipment  13,966 

Deletions : 

Office  Equipment  (4,433) 

Ending  Balance,  June  30,  1978  $119,049 
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GOVERNOR'S  OFFICE 

STATEMENT  OF  EXPENDITURES  BY  OBJECT 

ALL  FUNDS 

FISCAL  YEAR  ENDED  JUNE  30.  1978 


Office  of 


Budget  and 

Legal 

Executive 

Mansion 

Program 

Jurisdiction 

Expenditure  Object 

Office 

Maintenance 

Planning 

Project 

Personal  Services 

Salaries 

$326,844 

$38,574 

$505,948 

$  6,849 

Employee  Benefits 

37,687 

4,576 

56,736 

696 

Total  Personal  Services 

364,531 

43,150 

562,684 

7,545 

Operating  Expenses 

Contracted  Services 

32,345 

2,029 

64,292 

88,545 

Supplies  and  Materials 

4,456 

15,440 

4,715 

2,048 

Communications 

24,092 

1,846 

11,856 

Travel 

101,161 

9,816 

1,295 

Rent 

16,873 

15 

7,915 

Utilities 

1,757 

Repair  and  Maintenance 

2,333 

2,571 

3,098 

Other  Expenses 

61,802 

106 

7,892 

150 

Total  Operating  Expenses 

243,062 

23,764 

109,584 

92,038 

Equipment 

1,590 

934 

2,685 

645 

Grants  From  Federal 
Sources 


Total  Expenditures 


$609,183 


$67,848 


$674,953 


$100,228 
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Office  of 
Commerce  and 
Small 
Business 
Development 


Economic     Lieutenant 
Development    Governor 


Citizen' s 

Advocate 

Office 


Mental 

Disabilities 

Board  of 

Visitors 


Total 


$  97,046 

9,057 

106.103 


$362,259 

36,821 

399,080 


$31,004 

2,376 

33,380 


$13,385 

1,096 

14,481 


$1,381,909 

149,045 

1,530,954 


92,178 

$239, 

,000 

212,448 

177 

8,170 

739,184 

1,392 

7,394 

130 

480 

36,055 

5,496 

16,052 

19 

,314 

1,096 

79,752 

26,365 

47,290 

26 

7,934 

193,887 

830 

10,877 

1,386 

37,896 
1,757 

248 

843 

138 

40 

9,271 

2,418 

2,655 

308 

75,331 

128,927 


1,062 


239,000 


297,559 
3,927 


19,785 


19,414 


281 


1,173,133 
11,124 


239,714 

$475,806 


$239,000 


47,840 
$748,406 


$53,165 


$34,176 


287,554 

$3,002,765 
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OFFICES  OF  THE  GOVERNOR  AND 

LIEUTENANT  GOVERNOR 

Notes  to  Financial  Statements 

Fiscal  Year  Ended  June  30,  1978 

1.   SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

The  preceding  financial  statements  were  prepared 
from  the  Statewide  Budgeting  and  Accounting  System 
( SBAS ) . 

The  state  of  Montana  utilizes  the  modified  accrual 
basis  of  accounting.   Modified  accrual  is  defined  as 
"That  method  of  accounting  in  which  expenditures  are 
recorded  on  the  basis  of  valid  obligations  and  revenues 
are  recorded  when  received  as  cash.   Full  accrual 
accounting  will  be  permitted  if  the  need  justifies  the 
application.   At  the  end  of  a  fiscal  year,  all  valid 
obligations  against  an  appropriation  are  to  be  accrued 
as  expenditures  as  provided  by  law."   (Montana  Oper- 
ations Manual  2-0240.40) 
Inventories 

Supplies  are  treated  as  expenditures  in  the  vari- 
ous funds  when  paid  for;  consequently,  there  is  no 
recorded  asset  for  supplies  inventory. 
General  Fixed  Assets  and  Depreciation 

General  fixed  asset  purchases  are  recorded  as 
expenditures  in  the  various  funds  at  the  time  of  pur- 
chase.  Depreciation  is  not  provided  on  general  fixed 
assets. 
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Vacation  and  Sick  Pay 

Liabilities  incurred  because  of  employees'  unused 
vacation  and  sick  pay  are  not  recorded.   The  related 
expenditures  are  recorded  when  paid.   Permanent  em- 
ployees are  allowed  to  accumulate  and  carry  over  into  a 
new  calendar  year  a  maximum  of  two  times  their  annual 
accumulation  of  vacation.   Upon  termination,  qualifying 
permanent  employees  having  unused  accumulated  vacation 
and  sick  leave  receive  payment  for  vacation  on  a  100 
percent  basis  and  sick  leave  on  a  25  percent  basis. 
The  amount  of  the  liability  associated  with  unused, 
accumulated  vacation  and  sick  leave  at  June  30,  1978, 
is  maintained  on  an  hourly  basis  rather  than  by  dollar 
amount.   The  monetary  liability  is  not  calculated  until 
an  employee  terminates. 

2.  RETIREMENT  PLAN 

The  employees  of  the  Offices  of  the  Governor  and 
Lieutenant  Govenor  are  covered  by  the  Public  Employees' 
Retirement  System,  a  contributory  plan  under  which  the 
state  contributes  5.95  percent  of  an  employee's  gross 
wages  and  the  employee  contributes  6  percent  of  his 
gross  wages.   The  department  incurred  pension  costs  of 
$51,730  during  fiscal  year  1977-78.   The  state's  policy 
is  to  fund  accrued  pension  costs. 

3.  "NO  PROGRAM"  APPROPRIATIONS 

The  Governor's  Office  was  appropriated  $2,208,225 
from  the  General  Fund,  and  $3,581,592  from  other  funds 
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to  implement  House  Bill  834,  Session  Laws  of  1977, 
which  provided  for  state  employee  pay  increases.   The 
$3,581,692  was  placed  in  the  agency  fund  because  the 
distribution  of  the  appropriation  authority  between 
other  funds  was  not  determined  at  the  time  it  was 
recorded. 

Under  the  provisions  of  the  bill,  $2,086,741  of 
the  General  Fund  appropriation  authority  was  allocated 
to  various  state  agencies,  and  $3,569,960  was  allocated 
to  other  funds  of  state  agencies  during  fiscal  year 
1977-78.  The  unallocated  portions  of  the  General  Fund 
($121,484)  and  the  Agency  Fund  ($11,732)  appropriations 
reverted  at  June  30,  1978. 
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AGENCY  REPLY 


THOMAS  L   JUDGE 

GOVERNOR 


(Offii-i-  iif  (Tlu-  (Hunu-riuir 
Hi-li-na,  Jlllilll 


March    13,    1979 


IJ 


MONTANA  LLGISUinVi.  AUDITOR 
Mr.  Morris  L.  Brusett,  Legislative  Auditor 
Office  of  the  Legislative  Auditor 
Capitol  Building 
Helena,  Montana   59601 

Dear  Morris: 

Below  are  our  responses  to  the  recommendations  contained  in  the  audit  of 
the  Office  of  the  Governor  recently  conducted  by  your  staff. 


RECOMMENDATION:   We  recommend  that  the  Governor's  Office  determine  the 
feasibility  of  including  the  cost  of  additional  centralized  services  in 
the  SWCAP. 

RESPONSE:   This  office  concurs  with  the  recommendation  and  will 
continue  to  look  into  the  feasibility  of  including  in  the  Statewide 
Cost  Allocation  Plan  additional  central  services  costs. 


RECOMMENDATION:   We  recommend  that  the  Governor's  Office  separately 
identify  in  the  SWCAP  all  agencies  that  are  expected  to  receive  grants 
and/or  contracts. 

RESPONSE:   This  office  concurs  with  the  recommendation. 


RECOMMENDATION:   We  recommend  that  the  Governor's  Office:   1.   Inform 
state  agencies  concerning  the  provisions  of  section  17-3-111,  MCA,  that 
require  agencies  to  claim  all  indirect  costs  for  reimbursement. 

RESPONSE:   This  office  concurs  with  the  recommendation. 


RECOMMENDATION:   We  recommend  that  the  Governor's  Office:   2, 
state  agencies  in  the  use  of  the  SWCAP. 


Instruct 


RESPONSE:   This  office  will  initiate  an  educational  program  designed 
to  provide  direction  concerning  the  use  of  the  Statewide  Cost  Alloca- 
tion Plan. 
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RECOMMENDATION:   We  recommend  that  the  Governor's  Office:   3.   Require 
agencies  to  submit  for  approval  all  grants  and  contracts  that  do  not 
contain  provisions  for  the  reimbursement  of  indirect  costs. 

RESPONSE:   Currently,  expenditures  of  federal  monies  by  state  agencies 
for  state  operations  are  subject  to  budgetary  control;  thus,  the 
applicable  federal  grants  and  contracts  are  subject  to  extensive 
review  by  both  the  Legislature  and  the  Governor's  Office  of  Budget 
and  Program  Planning.   In  the  future,  budgeting  and  accounting  for 
indirect  cost  reimbursements  will  receive  more  emphasis  in  the 
budgetary  process. 


RECOMMENDATION:   We  recommend  that  the  Governor's  Office: 

1.  Require  agencies  to  deposit  internal  indirect  cost  reimbursements 
into  the  fund  in  which  the  costs  were  incurred. 

2.  Require  agencies  to  deposit  reimbursements  of  indirect  costs 
associated  with  the  SWCAP  in  the  General  Fund. 

RESPONSE:   This  office  concurs  with  the  recommendation. 


RECOMMENDATION:   We  recommend  that  the  Governor's  Office  account  for  grant 
revenue  in  accordance  with  generally  accepted  accounting  principles. 

RESPONSE:   The  Governor's  Office  currently  accounts  for  grant  funds 
in  accordance  with  guidelines  published  in  the  Montana  Operations 
Manual,  which  represents  generally  accepted  accounting  principles 
for  state  agencies.   The  audit  report  states  that  the  Office  records 
grant  advances  as  revenue  before  the  money  is  earned,  and  that  the 
Office  records  revenue  from  grants  when  it  is  received  in  cash  rather 
than  when  expenses  are  incurred,  resulting  in  both  an  understatement 
of  liabilities  (advances  not  yet  earned)  and  an  understatement  of 
accounts  receivable  (expenses  not  yet  reimbursed) . 

As  the  audit  report  states,  the  practice  of  recording  revenue  when 
cash  is  received  is  defined  in  the  Montana  Operations  Manual. 
Chapter  2-0240.40  (Modified  Accrual  Basis  of  Accounting),  says: 
"A  modified  accrual  basis  of  accounting  shall  be  used  as  required  to 
accurately  record  activities.   Modified  accrual  is  defined  as  that 
method  of  accounting  in  which  expenditures  are  recorded  on  the  basis 
of  valid  obligations  and  revenues  are  recorded  when  received  in  cash. 

We  understand  that  the  Department  of  Administration  is  currently 
devising  new  guidelines  regarding  recordation  of  grant  revenue,  and 
we  shall  adopt  these  guidelines  when  they  are  issued. 


RECOMMENDATION:   We  recommend  that  expenditures  from  grant  funds  be  made 
for  the  purpose  stated  in  the  proposed  budget. 

RESPONSE:   This  office  concurs  with  the  recommendation. 
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RECOMMENDATION:   We  recommend  that  the  Governor's  Office: 

1.  Conduct  an  annual  physical  inventory  in  compliance  with  Management 
Memo  70-17. 

2.  Require  written  transfer  forms  for  equipment  location  changes  and 
that  the  forms  be  used  to  initiate  a  change  in  inventory  records. 

3.  Use  identification  tags  that  can  be  removed  and  forwarded  to 
accounting  at  the  time  of  asset  disposal  or  establish  other  controls  to 
ensure  proper  and  timely  removal  from  property  records. 

RESPONSE:   This  office  concurs  with  the  recommendation. 


RECOMMENDATION:   We  recommend  that  the  Governor's  Office  include  the 
mansion  and  its  furnishings  in  its  inventory  records. 

RESPONSE:   This  office  concurs  with  the  recommendation.   We  will 
include  the  mansion  and  its  furnishings  on  our  fixed  assets  listing. 


RECOMMENDATION:   We  recommend  that  the  Governor's  Office  record  assets  and 
liabilities  for  lease-purchase  contracts  in  accordance  with  generally 
accepted  accounting  principles. 

RESPONSE:   At  present,  the  State  has  no  guidelines  regarding 
recordation  of  lease-purchase  contracts.   We  understand,  through 
conversations  with  Department  of  Administration  personnel,  that 
this  problem  is  being  discussed,  and  we  shall  adopt  recommended 
guidelines  when  they  are  issued. 


RECOMMENDATION:   We  recommend  that  the  Governor's  Office  use  state-owned 
aircraft  for  official  business  only. 

RESPONSE:   This  office  concurs  with  the  recommendation.   However, 
before  commenting  on  the  specific  language  of  the  audit  report,  we 
feel  some  general  comments  are  in  order. 

We  are  aware  that  since  state-owned  aircraft  were  first  utilized  in 
the  conduct  of  the  state's  business,  it  has  been  understood  that 
Montana  governors  have  limited  discretion  to  authorize  the  use  of 
state-owned  aircraft  for  purposes  not  meeting  the  extremely  narrow 
standard  motivating  the  recommendation. 

This  limited  discretion  allows  this  office  to  respond  to  unforeseen 
emergencies  such  as  those  arising  because  of  medical  and  humanitarian 
reasons  or  the  extension  of  official  protocol  and  courtesies  on 
behalf  of  the  State.   When  such  an  occasion  has  arisen,  we  have 
assisted  elected  officials  and  their  immediate  families,  regardless 
of  political  affiliation.   Often,  such  assistance  has  benefitted 
the  State  in  terms  of  saving  time  during  the  height  of  a  Legislative 
Session  or  the  press  of  other  official  business.   The  fiscal 
constraints  imposed  upon  this  office  guarantee  that  this  policy 
cannot  be  abused.   We  know  of  no  legal  interpretation  or  policy 
that  limits  this  traditional  discretion.   In  fact,  this  policy 
is  in  effect  for  the  use  of  federal  transportation  provided  by 
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the  United  States  government.   Inherent  in  this  policy  and  that 
of  the  State  is  a  case  by  case  determination  which  includes 
consideration  of  the  availability  of  alternate  modes  of  transpor- 
tation as  well  as  the  urgency  of  the  situation  at  hand. 

With  regard  to  the  specific  items  mentioned  in  the  report,  our 
comments  are  as  follows: 

1.  Trip  costing  $435  -  The  state  plane  was  used  to  return  the  First 
Lady's  mother  to  Helena  from  a  Spokane  hospital  for  further  treat- 
ment.  She  was  seriously  ill  and  her  condition  was  too  weakened  for 
the  rigors  of  a  commercial  flight.   Because  her  condition  required 
that  a  nurse  be  in  constant  attendance,  the  First  Lady,  in  her 
capacity  as  an  R.N. ,  accompanied  her. 

2.  Trip  costing  $296  -  Because  of  the  unexpected  death  of  Senator 
Lee  Metcalf,  it  was  imperative  that  a  replacement  be  appointed  and 
sworn  in  at  the  earliest  possible  moment  in  order  to  have  Montana 
adequately  represented  in  the  U.S.  Senate.   Due  to  the  almost 
simultaneous  death  of  Senator  Humphrey  of  Minnesota,  it  was  also 
to  Montana's  advantage  to  have  our  replacement  sworn  in  ahead  of 
Minnesota's  replacement  in  order  to  gain  an  important  seniority 
advantage.   Senator  Hatfield  was  appointed  on  Sunday,  January  22, 
1978.   Special  arrangements  were  made  in  Washington,  D.C.,  to  have 
Senator  Hatfield  sworn  in  the  moment  he  deplaned  on  Monday, 
January  23,  1978.   In  order  to  meet  this  schedule,  it  was  necessary 

to  use  state  planes  to  connect  with  the  commercial  flight  from  Billings 
which  would  get  Senator  Hatfield  to  Washington,  D.C.,  in  sufficient 
time  to  be  sworn  in.   In  order  to  accommodate  the  party,  two  planes 
were  required,  one  of  which  contained  the  Senator's  family.   By  tradi- 
tion. Senators'  families  attend  the  swearing-in  ceremony.   This  office 
determined  that  because  of  the  unusual  circumstances,  the  use  of  the 
state  plane  was  a  justifiable  expense. 

3.  Policy  regarding  use  of  aircraft  by  non-state  employees  -  The 
Aeronatics  Division  of  the  Department  of  Community  Affairs  does 
have  a  long-standing  policy  which  allows  persons,  whether  state- 

or  non-state  employed,  to  occupy  vacant  seats  aboard  state  aircraft 
provided  the  following  conditions  are  met: 

A.  The  aircraft  is  already  scheduled  by  an  authorized  state 
agency  to  fly  to  a  predetermined  destination  of  state 
business . 

B.  Permission  must  be  granted  by  the  state  agency  authorizing 
and  paying  for  the  flight  before  anyone  other  than  those 
persons  scheduled  for  the  flight  may  occupy  an  otherwise 
empty  seat. 

C.  Permission  must  be  granted  by  the  pilot  to  assure  that 
flight  planning  and  safety  requirements  are  met. 

Legislators  and  others  frequently  utilize  this  service.   The  Depart- 
ment of  Community  Affairs  has  been  instructed  to  reduce  this  policy 
to  written  form. 
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RECOMMENDATION:   We  recommend  the  Governor's  Office  use  the  control 
account  for  cash  on  hand  at  fiscal  year  end  in  accordance  with  guidelines 
set  forth  in  Management  Memo  2-78-4. 

RESPONSE:   This  office  concurs  with  the  recommendation. 


RECOMMENDATION:   We  recommend  that  the  Governor's  Office  initiate  proce- 
dures to  correct  the  internal  control  weaknesses  noted  above. 

RESPONSE:   This  office  concurs  with  the  recommendation.   Procedures 
have  already  been  implemented  to  correct  the  internal  control 
deficiencies  noted  in  the  audit  report. 

I  wish  to  thank  you  and  your  staff  for  your  recommendations;  they  provide 
a  useful  management  tool.   The  staff  was  most  courteous  and  conducted 
themselves  in  a  very  professional  manner. 

If  we  may  be  of  further  assistance  or  provide  additional  information, 
please  let  me  know. 


Sincerely, 


fymo^ 
IJk^;^tive  Assistant 
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